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Root et al.: Letters

The National Association of Ac
countants runs a continuing edu
cation program which parallels and
uses these volumes. The remaining
courses this spring are as follows:

LETTERS



Course 1 (Vol. 1)—Chicago, May
12-16

Course 2 (Vol. II)—same
Course 3 (Vol. III)—same

For updating
I have read . . . “Are You a
Full-Time Consultant?” [by H.
Trentin] in the March-April issue
of Management Services [p. 19].
It is very good.
I would appreciate . . . [infor
mation on] the most recent and
best sources for updating myself
on the following: probability sta
tistics, correlation analysis, linear
programing. I have had courses in
college and graduate school in all
of these but have not had much
use for them recently and would
like the most recent sources of in
formation with which to refresh
myself.
Kenneth M. Root, Vice President
Hays Manufacturing Company
Erie, Pennsylvania
Suggestions
I would like to offer the fol
lowing suggestions [to Mr. Root].
I think the most appropriate read
ing material would be the follow
ing:

Mathematics for Management
Series
(Dow Jones-Irwin, Inc., Richard
D. Irwin, Inc., Homewood, Illi
nois)
Volume I—Basic Mathematics
Volume II—Advanced Methods
and Models
Volume III—Statistical Inference
Volume IV—Probabilities Models
May-June, 1969
Published by eGrove, 1969

Course 4 (Vol. IV)—same
Probability is emphasized in
Courses 3 and 4. Correlation is
covered in Courses 1 and 2. Lin
ear programing is touched on in
Course 2.
Further information regarding
these courses may be obtained from
the following: Continuing Educa
tion Program, National Association
of Accountants, 505 Park Avenue,
New York, New York

H. G. Trentin
Arthur Anderson & Co.
New York, New York

Simple variation
I was quite interested in the
article illustrating graphical and
algebraic approaches to overhead
variance analysis (“An Approach
to Overhead Variance Analysis” by
Russell F. Peppet and Richard B.
Troxel, M/S January-February ’69,
p. 38).
I have found the following vari
ation, illustrated by using the same
data as in their article, to be quite
concise and easily understood and
remembered.
First, four key figures are de
termined for overhead cost: actual,
$2,150; flexible budget [fixed cost
plus (actual hours x standard vari
able rate)], $1,820; applied (ac
tual hours x standard total rate),
$1,700; and standard (standard
hours x standard total rate), $1,300.

Second, three major variances
are determined simply by subtract
ing “down the line”: spending or
budget variance = $2,150 — $1,820
= $330; idle capacity or volume
variance = $1,820 — $1,700 =
$120; and total efficiency variance
= $1,700 - $1,300 = $400.
Third, if desired, the last vari
ance can be subdivided into vari
able overhead efficiency of $240
and fixed overhead effectiveness
variance of $160 as follows:

Variable

Fixed

$1,700 $1,020
1,300
780
$ 400 $ 240

$680
520
$160

Total

Applied
Standard
Variance

The total column reflects hours
x total rate; the variable column
is hours x variable rate; and the
fixed column represents hours x
fixed rate. It should be noted that
only this last calculation requires
recognition of the distinction be
tween variable and fixed costs.
The approach outlined . . . may
have several advantages:
(1) All variance computations
are reduced to simple subtraction;
(2) if differences are positive, vari
ances are unfavorable, and if dif
ferences are negative, variances are
favorable—confusion as to whether
variances are favorable or not is
avoided (A possible weakness of
the article by Peppet and Troxel
is that the possibility of favorable
variances was not discussed or il
lustrated.); (3) a final advantage
of this approach may be that the
nature of resulting variances is
more sharply defined and readily
understood, as is also the case with
Peppet and Troxel’s approach.
David O. Jenkins, CPA
University of Southern California

Los Angeles, California
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